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I  INTRODUCTION 


The  attached  information  was  obtained  during  September,  1987  by  INPUT  staff  in  the 
U.S.  and  Europe. 

External  interviews  were  carried  out  with  senior  staff  (Vice  President  level  or  above), 
internal  interviews  at  ISG  were  at  the  "middle  management"  level.  There  were 
additional  contacts  and  interviews  not  formally  documented  here. 

In  general,  everyone  put  more  into  this  than  expected.  Although  many  of  the 
comments  are  negative,  our  impression  is  they  are  made  as  constructive  criticism 
rather  than  destructive.  A  healthy  ISG  is  good  for  the  entire  industry! 
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II        INTERVIEWS  WITH  COMPETITORS  AND  OTHER  VENDORS 

Professional  Services  Company  President  (Approx.  $200  million) 

•  ISG  is  mediocre  -  there  is  talent  inside  that  does  not  get  out. 

•  No  originality  -  no  positive  image. 

•  ISG  should  keep  Health,  Financial  Services,  and  Manufacturing  activities  and 
get  out  of  everything  else. 

Manufacturing  Software  Company  President  (Approx.  $30  million) 

•  ISG  should  get  Its  act  together  on  CAD. 

•  They  provide  good  support  services,  and  good  professional  services. 

•  It  has  no  clear  image  -  ISG  changes  directions. 

Turnkey  Systems  Company  President  (Approx.  $5  million) 
(Senior  ADAPSO  Executive) 

•  ISG  Is  a  guality  company  but  it  should  stop  playing  with  small  pieces  and  do 
something  big. 

•  Sell  off  the  small  units. 

•  Questions  what   the  access  charges  will   do  to  ISG  business,  particularly 
TYMNET. 
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Altos,  September  16,  1987. 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Connputer  Systems 
image  in  the  market?  (Microdata,  Reality,  PICK.) 

A.  Hie  had  a  positive  view,  saying  they  seemed  to  do  well  in  the  large  systems 
area.  Altos  sells  OEM  and  two  tier  so  it  does  not  directly  see  MDCS  in  the 
market. 

Q.       What  are  its  competitive  strengths? 

A.  Its  size  and  being  owned  by  McDonnell  Douglas.  Large  sales  organization, 
good  and  strong  operating  systems.  Strategy  to  align  with  vertical  software. 

Q.       What  are  its  weaknesses? 

A.  Its  size,  (a  double-edged  sword,  sometimes  prevents  quick  response).  Loss  of 
entrepreneurship  spirit  when  McDonnell  Douglas  took  over  the  company. 
Microdata  was  a  superb  company. 
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JIM  Associates  (Planning  consultants  to  Anneritech),  September  18,  1987. 


Q.  Generally  what  is  your  opinion  of  McDonnell  Douglas'  Data  Group  image  in  the 
market? 

A,  Contacts  have  all  been  positive. 

Q.  What  are  its  competitive  strengths? 

A.  Very  strong  in  software.  High  level  of  technical  competence. 

Q.  What  are  its  weaknesses? 

A.  Can't  think  of  any. 
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Automatic  Data  Processing,  September  17,  1987.  (ADP  is  a  customer  of  McDonnell 
Douglas  using  it  in  Services  and  Dealer  Services.) 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Computer  Systems 
image  in  the  market? 

A.  Fair.  (Note:  During  rest  of  conversation,  he  made  it  clear  that  McDonnell 
Douglas  was  not  excellent,  but  not  terrible.) 

He  said  his  relationship  with  McDonnell  Douglas  is  excellent!!  His  division 
sells  Prime  to  manufacturing  customers  because  Prime  has  a  reputation  In 
manufacturing  and  sells  McDonnell  Douglas  to  wholesale  distributors  (who  just 
do  not  care). 

Q.       What  are  Its  competitive  strengths? 

A.  Using  (working)  with  efficient  relational  system  (i.e.,  PICK).  (Note:  Evidently 
ADP  developed  the  application  In  PICK  and  then  looked  for  hardware.) 

Q.       What  are  Its  weaknesses? 

A.  "It's  an  aerospace  company."  No  Image  or  reputation  in  the  market  for 
computers.  Too  high  priced.  ADP  services  sells  more  units  of  Altos  (lower- 
end  higher  price/performance  advantage)  and  perhaps  an  equal  number  of 
Prime's  to  McDonnell  Douglas'.  Not  a  market  leader. 
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Citicorp  Information  Resources,  September  18,  1987. 


Q.        Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Banking  Services  In  the 
market? 

A.       Not  much  of  an  Image.   Large  I.S.  vendor  with  business  In  banking  and  other 
fields. 

Q.       What  are  Its  competitive  strengths? 

A.       Don't  know  of  any. 

Q.       V7hat  are  Its  weaknesses? 

A.        Inability  to  be  considered  by  prospects  In  our  markets. 
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Control  Data  Corporation,  September  17,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Network  image  in  the 
market?  (McAuto  Net  previously,  now  TYMNET.) 

A.  They  have  become  less  visible  in  the  market.  They  are  slipping  from  where 
they  once  were  and  are  less  aggressive. 

Q.       What  are  its  competitive  strengths? 

A.  "We  did  a  surey  of  the  number  of  city  entry  points  for  the  network;  they 
tended  to  have  more  cities  than  Telenet,  but  the  service  you  get  through  those 
points  is  not  always  satisfactory."  (End-users  don't  like  remote  call 
forwarding,  for  example.) 

Q.       What  are  its  weaknesses? 

A.  "They  are  not  a  front  runner  anymore  and  we  don't  pay  that  much  attention  to 
them." 
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Computer  Sciences  Corporation,  September  14,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Metwork  image  in  the 
market?  (McAuto  Net  previously,  now  TYMNET.) 

A.  A  low  cost  domestic  provider. 

Q.  What  are  its  competitive  strengths? 

A.  Domestic  coverage. 

Q.  What  are  its  weaknesses? 

A.  Lack  of  international  coverage  and  lack  of  functions  and  features. 
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FDMC,  September  18,  1987 


Q.        Generally,  what  Is  your  opinion  of  McDonnell  Douglas'  Banking  image  in  the 
market? 

A.        McAuto  has  a  good  reputation  in  some  areas  like  hospitals,  but  they  are  not 
widely  known  in  banking. 

Q.        What  are  its  competitive  strengths? 

A.       Not  really  sure.  I  know  they  process  S&L's. 

Q.       What  are  its  weaknesses? 

A.       Lack  of  presence.     Their  marketing  and  their  products  do  not  receive 
attention. 
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GEISCO,  September  18,  1987 


Q.       Generally,  what  is  your  opinion  of  McDonnell  Douglas'  innage  in  the  market? 

A.  Not  a  market  leader.  Very  unprofitable.  Health  Care  had  problems  in  their 
transition  from  processing  services  to  turnkey.  Microdata  is  closing  several 
plants.  A  corporate  policy  of  no  layoffs  also  hurt. 

(A  general,  cross-division,  interview.  Apparently  GEISCO  has  researched 
McDonnell  Douglas  extensively.) 

Q.        What  are  its  competitive  strengths? 

A.       EDI  offering  is  strong  in  grocery/food  market,  but  manager  just  resigned. 
Q.       What  are  its  weaknesses? 

A.  ISG  management  has  been  bad,  but  new  guy  from  International  shows  promise. 
E-Mail  offering  is  sparce  and  not  well  supported.  Too  much  goodwill  on  their 
books! 
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GEISCO,  September  17,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Network  image  in  the 
market?  (McAuto  Net  previously,  now  TYMNET.) 

A.  Our  view  is  from  the  technical  side.  However,  they  seem  to  be  doing  well  in 
banking  and  also  growing  faster  than  Telenet.  Seem  to  be  beyond  critical 
mass.  Not  strong  internationally. 

Q.       What  are  its  competitive  strengths? 

A.  They  can  connect  more  protocols  than  GEISCO.  Are  better  at  connecting 
hosts  than  we  are.  Where  there  is  a  range  of  protocols  needed,  they  seem  to 
get  the  business.  They  compete  with  us  in  VAN  (they  are  ten  times  our  size 
there). 

Q.       What  are  its  weaknesses? 

A.  We  have  heard  of  users  finding  the  network  "busy".  Backup  seems  to  be  a 
problem  too.  A  year  ago  we  were  egual  in  EDI,  now  we  are  ahead. 
Internationally  we  are  much  stronger.  IBM,  CSC,  and  GEISCO  are  now  in 
managed  networks  strongly;  McDonnell  Douglas  Is  nowhere  to  be  seen  even 
though  they  build  all  the  boxes.  Poor  management. 
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General  Automation,  Septennber  16,  1987  (Former  employee  of  Microdata  for  five 
years,  left  in  1985.) 


Q.  Generally,  what  Is  your  opinion  of  McDonnell  Douglas'  Computer  Systems 
image  in  the  market?  (Microdata,  Reality,  PICK.) 

A.       Going  down  hill;  was  doing  well  but  there  are  morale  problems,  layoffs  .  .  . 

Q.       What  are  its  competitive  strengths? 

A.  First  in  the  PICK  market.  However,  it  created  a  market  and  is  now  letting  it 
erode  around  them. 

Q.       What  are  its  weaknesses? 

A.  Stayed  with  the  older  hardware  technology  and  did  not  develop  additional 
software  as  fast  as  it  could.  Never  accepted  the  PICK  0/S  within  McDonnell 
Douglas,  (i.e..  Aerospace)  and  did  not  suggest  cooperative  activities. 
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GTE  Data  Services,  September  18,  1987 


Q.        Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Professional  Services 
image  in  the  market? 

A.       Not  a  leading  provider.  Best  known  for  TYMNET. 

Q.        What  are  its  competitive  strengths? 

A.        Internal    financial   resources.      They   have   spent  a   lot  of  money  making 
acguisitions.  Experience.  They  have  been  in  the  business  a  long  time. 

Q.       What  are  its  weaknesses? 

A.       Have  been  unsuccessful  in  leveraging  internal  assets.    (GTEDS  is  trying  to 
learn  from  the  McDonnell  Douglas  experience  how  to  do  this  better.) 
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Intergraph,  Huntsville,  Alabama,  September  16,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Manufacturing  and 
Engineering  Image  in  the  market?  (Unigraphics,  Copes,  MSC5,  MMCS,  and 
Grip.) 

A.  McDonnell  Douglas  Is  second  to  IBM  in  competing  in  the  mechanical  area. 
Good  products  but  limitations  exist  In  design  area.  Grips  has  been  good  and  at 
one  point  was  a  saviour. 

Q.        What  are  its  competitive  strengths? 

A.  Good  packages.  Claim  to  fame  has  been  the  ease  of  use.  (However,  user  can 
reach  a  plateau.)  Do  an  excellent  job  for  manufacturing  environments. 

Q.       What  are  its  weaknesses? 

A.  Trapping  themselves  by  not  being  able  to  articulate  a  long  term  strategy  and 
direction.  Limited  number  of  platforms.  Lack  of  breadth  in  meeting  the  total 
engineering  design  reguirements  for  a  large  company.  Continually  losing 
money  and  downsizing  cause  long  term  commitment  to  be  guestlonable.  (How 
long  will  McDonnell  Douglas  continue  to  provide  deep  pockets?)  No  new  push 
on  new  areas  of  functionality. 
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MTech,  September  I  6,  I  987 


Q.        Generally,  what  is  your  opinion  of  McDonell  Douglas'  Banking  Services  image 
in  the  market? 

A.        Not  a  prominent  company  in  the  regions  that  we  market  in  compared  to  ADP, 
Systematics,  Citicorp,  and  NCR. 

Q.       What  are  its  competitive  strengths? 

A.       Their  product  strength  is  limited  to  the  S&L  market  mostly.   We  don't  really 
spend  much  time  on  them. 

Q.       What  are  its  weaknesses? 

A.       Must  not  have  product  capabiliteis  to  sell  to  commercial  banks. 
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NYNEX,  September  18,  1987 


Q.       Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Professional  Services 
Image  in  the  market? 

A.       Not  well  known  for  their  success  level.  McAuto  is  known. 

Q.        What  are  its  competitive  strengths? 

A.       Large  product/service  offering,  especially  in  Manufacturing.     Large  sales 
force. 

Q.       What  are  its  weaknesses? 

A.       Too  many  parts/divisions.   Very  difficult  to  figure  out  who  to  talk  to.  (Uses 
TYMNET,  but  feel  service  is  very  slow.) 
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Policy  Management  Systenns  (PMS),  September  18,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Insurance  image  in  the 
market? 

A.  Definite  competitor  in  this  business.  We  encounter  them  regularly. 

Q.  What  are  its  competitive  strengths? 

A.  Claim  processing,  altering  customized  services. 

Q.  What  are  its  weaknesses? 

A.  Not  aware  of  any. 
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Telecredit,  September  18,  1987 


Q.        Generally,  what  is  your  opinion  of  McDonnell  Douglas'  Telecheck  image  in  the 
mari<et? 

A.        They  are  a  strong  competitor  and  have  a  good  share  of  the  market,  but  their 
franchise  approach  is  weak  ~  many  franchise  operators  have  failed. 

Q.        What  are  its  competitive  strengths? 

A.       Wide  geographical  presence.  Aggressive  pricing,  but  lose  money  at  times. 
Q.       What  are  its  weaknesses? 

A.       The   franchises   are   not   consistent   in  pricing  or  operation.      Many  are 
undercapitalized. 
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Telenet,  September  17,  1987 


Q.        Generally,  what  is  your  opinion  of  McDonnell  Douglas  Network  image  in  the 
market?  (McAuto  Net  previously,  now  TYMNET.) 

A.       Fair.     Since  McDonnell  Douglas  took  over  TYMNET,  service  quality  has 
declined. 

Q.       What  are  its  competitive  strengths? 

A.       "They  make  good  fighters  and  airplanes"  -  (couldn't  think  of  any  strengths). 
Q.       What  are  its  weaknesses? 

A.       Slowly  but  surely  losing  presence  in  the  market. 
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Ultimate,  September  17,  1987 


Q.  Generally,  what  is  your  opinion  of  McDonnell  Douglas  Computer  Systems 
image  in  the  market?  (Microdata,  Reality,  PICK.) 

A.  Holding  on  to  their  customers,  not  a  significant  competitor.  Mistake  was 
made  many  years  ago  when  company  decided  to  go  direct.  This  was  the 
catalyst  for  Ultimate's  formation  as  Ted  Sabreeze  was  a  Microdata  dealer  and 
was  able  to  woo  the  other  spurned  dealers. 

Q.        What  are  its  competitive  strengths? 

A.  Number  of  users.  Installed  based  allows  for  reorder.  McDonnell  Douglas  deep 
pockets  (although  he  thought  they  were  still  losing  money)  and  wondered  how 
long  that  could  endure. 

Q.       What  are  Its  weaknesses? 

A.  No  name  in  the  market;  a  me-too  product;  lack  of  image;  low  visibility. 
Trying  to  establish  a  dealer  distribution  channel  now  is  made  very  difficult  due 
to  short  memories  and  burned  bridges*. 


He  had  seen  a  letter  from  McDonnell  Douglas  to  a  prospective  dealer 
suggesting  that  McDonnell  Douglas  would  put  a  salesperson  in  the  VAR's  office 
at  McDonnell  Douglas'  expense.  He  believed  this  to  be  a  desperation  move. 


-  20  - 


IN 


Unisys,  September  19,  1987 


Q.  Generally,  what  Is  your  opinion  of  McDonnell  Douglas'  Banking,  Insurance, 
Health  image  in  the  market? 

A.  Not  a  significant  image.  Have  not  done  well  in  general. 

Q.  What  are  its  competitive  strengths? 

A.  Size  of  McAuto.  Activity  in  many  verticals. 

Q.  What  are  its  weaknesses? 

A.  Marketing,  not  staying  aware  of  market  needs  and  addressing  them. 
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Ml       INTERNAL  ISG  INTERVIEWS 


Interview  A 

•  No  "stars". 

All  problem  children  (Payment  Systems  a  "star"). 
All  have  opportunity. 

•  Good  technical  skills  and  lower  level  management. 

Problem  with  leadership. 
No  vision. 

•  Morale  is  fearful  among  worker  types  -  there  has  been  continual  blood-letting. 

However,  for  many  in  St.  Louis  there  Is  no  place  to  go. 

e         In  Diversified  they  are  getting  large  contracts  for  "systems  integration", 
contracts  which  are  really  operations  contracts. 

•  Generally  one  sales  force  in  Diversified  except  that  Payment  Systems  has  a 
sales  force  and  Banking  has  specialists  In  the  standard  sales  force. 

•  Feeling  that  Diversified  should  either  be  brought  closer  together  or  the  parts 
made  totally  independent  and  divested  In  some  cases. 

•  Concerns: 

No  strategy  or  plan. 
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No  marketing. 


Not  communicating  with  staff. 

Different  groups  in  competition. 

No  partnership  even  in  technology  areas. 

No  connection  between  iSG  and  aerospace  -  big  opportunities  being 
missed. 

Marketing  is  fragmented,  technical  people  are  moving  in.  Marketing 
needs  strengthening. 

•  A  lot  of  potential  in  processing.    Many  organizations  find  that  98%  uptime  is 
not  acceptable;  they  need  100%  and  they  also  need  professional  services. 

•  Opportunities  are  good   especially   in  conjunction  with  industry  services: 
financial;  insurance  (Property  and  Casualty);  and  distribution. 

•  In  Insurance  they  have  Equitable  and  Mutal  as  clients. 

•  A  lot  of  hope  for  ISG  -  strong  principles. 

•  Overall  impression:  Business  weak,  Technical  strong,  Marketing  weak. 

•  ISG  needs  to  divest  something. 

•  Some  groups  say  that  meetings  are  a  problem  -  varies  by  group. 

•  Number  of  people  involved  in  decisions  too  many. 

•  A  lot  of  overhead!    Thirty-seven  percent  overhead  on  salary.    Could  be  false 
overheads,  e.g.,  depreciating  computers  over  five  years  on  acquisition. 
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•  Professional  Services  has  to  charge  6  to  7  times  the  salary  to  make  money  - 
discounts  to  4  to  3'/2  times  salary.  Another  component  of  MDC  can  bid  at  2A 
times  -  therefore,  ISG  non-competitive. 

Interview  B 

•  Revenues  approximately  $  I . !  billion,  losses  $  1 00  million,  I  2,000  people. 
HSG 

•  Health  Systems,  St.  Louis,  $250  million. 

Provides  shared  service. 

Provides  turnkey  system  written  in  FORTH  for  IBM,  DEC,  and  Tandem 
computers. 

Systems  are  not  compatible. 

"If  they  could  get  the  money,  it  should  be  sold." 

•  Physician  Systems  -  small  company  out  of  Torrance,  California. 

Has  applications  written  in  PROFOUR  from  PRO  Computer  Sciences. 

•  HSG  needs  a  product  strategy.  It  is  not  working  with  EDI.  It  is  working  with 
insurance  companies  but  not  with  the  insurance  group.  Needs  on-line  reporting 
systems. 

M&E  Group 

•  Has  old  communications  group  of  CSS  (Denver,  CO),  TYMSHARE,  and  McAuto 
telecommunications  industry  services.  Planning  on  $75  million,  run  rate  $60 
million. 
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Small  amount  of  manufacturing  (CIM). 
Main  business  is  UNIGRAPHIC5  in  CAE. 
Prime  rivals  are  Intergraph  and  Computervision. 
versified 

Major  component  in  Payment  Systems  which  includes  Telecheck  and  credit 
card  approval. 

System  was  on  IBM  and  HP.  Now  moved  to  Data  General.  Using  ORACLE. 
Finance  and  Banking  primarily  banking  systems  out  of  Alabama. 
EDI/OnTyme  are  contract  services  including  ACS.  Messaging  only.  St.  Louis. 
Professional  Services  in  St.  Louis. 

1ST  provides  methodology/workbench  for  software  development. 
Distribution  includes  COOP  and  freight  payments. 
PERMEL  -  plant  maintenance  software. 
Computer  Systems  -  Irvine/U.K. 
Old  Microdata  activity. 
ADP  prime  customer. 
Pick  operating  system. 

McDonnell  Douglas  well  overseas  -  terrible  in  the  U.S. 
Field  Service  strong  unit. 


•  Federal  Health  Systems 

VA  hospitals. 
TRIMIS. 

•  International. 

Agressive,  risk-takers.  Based  on  old  Microdata  activity,  less  central 
control. 

Selling  hardware,  including  UNIGRAPHICS. 
Key  countries,  U.K.  and  France. 

Issues 

•  Overall. 

ISG  does  not  look  at  world  markets. 
Conservative  in  the  U.S.  -  not  risk-takers. 

•  Financial. 

No  management  to  profit. 

No  control  on  costs  -  build  expenses  to  plan  regardless  of  what's 
happening. 

No  realistic  plans  -  plans  are  never  achieved. 

•  People. 

Compensation  plans  are  not  aggressive. 
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Morale  was  good  until  last  lay-offs.  People  feel  there  Is  no  direction. 

Need  to  get  out  to  troops  more  (executive  staff). 

Executive  support  differs  from  unit  to  unit. 

No  firing  when  people  fail,  especially  at  top. 

No  incentive  to  get  products  out  -  get  the  job  done. 


No  new  products. 

No  relationship  with  McDonnell  Douglas  on  technology  -  no  leverage  on 
standards/technology. 

No  Federal/Classified  business  to  build  on  McDonnell  Douglas. 
Don't  use  own  delivery  vehicles,  e.g.,  Microdata,  TYMNET. 
No  sharing  -  no  financial  advantage  from  cross-sales,  etc. 


No  commonality  at  all  -  duplication  of  effort. 
,  No  common  management  information  system. 
Executives  need  to  find  out  what  units  are  doing  operationally. 


Business. 


Operations. 


lnfgfV)§W  C 


Example  of  disasterous  results  of  acguisitlons  a  la  Tom  Peters'  articles  and 


HBR. 
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•  ISG  has  put  together  hodge  podge  of  business  units: 

No  sharing  of  marketing,  technology,  delivery  mechanisms. 
Largely  run  as  set  of  independent  business  centers. 

No    financial    justification   for   running    them   as   they   are   -  only 
justification  for  premiums  paid  would  be  synergy. 

Minimal  control  from  group. 

Renewal  interest  in  positive  change. 

No  coherent  ISG  strategy;  each  business  unit  may  have  a  strategy. 
ISG  has  no  goals,  no  direction. 

•  Health  Systems  Group  has  little  fit  with  the  rest  of  ISG,  however,  it  is  a 
youthful  market. 

•  CAD/CAM  is  having  a  deep  struggle.     Has  to  deal  with  hardware  price 
declines. 

•  Computer  Systems  successful  outside  the  U.S.  particularly  in  the  U.K.  where  it 
originated. 

•  International  may  be  making  money  because  of  very  favorable  transfer  prices. 

•  Poor  financial  performance. 

Primarily  due  to  lack  of  leadership,  at  least  in  business  units. 

Faults  of  the  culture;  in  aerospace  there  is  not  the  emphasis  on  cost 
control. 

Profitability  is  not  a  matter  of  "life  and  death"  to  them. 
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•  Need  a  new  breed  of  people  with  strong  motivating  capability. 

•  Morale  not  very  good,  work  force  reductions  every  year. 

In  IBM,  if  there  is  a  problem,  people  at  the  top  go. 

In  ISG,  there  may  be  major  trauma  all  the  way  around,  but  people  at  the 
top  don't  change. 

•  Not  getting  rid  of  people  that  should  be  gotten  rid  of.    A  lot  of  cronyism  - 
buddy  system. 

•  Can't  admit  to  failure. 

•  Need      drastic      action      -      corporation      hesitant      to     hold  people 
responsible/accountable. 

Should  not  be  "nice". 

If  people  do  not  perform,  they  should  be  removed,  not  moved. 

•  ISG  must  return  to  shareholders;  It  Is  now  a  "man  without  honor".  Must 
generate  black  ink. 

•  Corporate  fathers  will  take  action  if  ISG  does  not. 

•  Needs  the  Image  of  a  "winner". 

•  Cut  losses  back  now. 

•  In  M&E,  cut  activities  to  the  core  -  concentrate  on  mechanical  sector  -  get 
out  of  AEC. 

•  More  communications  (CIS)  to  Diversified  or  the  Network. 
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Mired  down  in  too  much  bad  business. 

Troubles  with  TYMSHARE  were  transferred  to  ISG  -  some  things  should  have 
been  changed  immediately. 

ISG  is  protective  -  officers  and  directors  don't  go.  A  lot  of  problems  have  not 
been  solved. 

"Old  guard  in  command." 

Never  intended  ISG  to  be  a  lot  of  separate  business  units  -  but  there  is  no 
cooperation  among  units. 

ISG  has  products  that  don't  fit  markets  -  obsolete  products. 

Microdata  is  old  technology  -  very  difficult  to  move  boxes. 

U.K.  carries  International  -  they  provide  solutions  -  oriented  applications  and 
get  high  margins  on  turnkey.  But,  a  lot  of  PICK  vendors  going  there. 

In  the  core  business,  HSG  has  been  ignored  -  they  have  played  around  with 
turnkey  but  experience  has  not  been  good.  (Noted:  17%  of  VAR  market  is  in 
health  industry,  so  it  is  very  competitive.  Shared  service  business  needs 
shoring-up. 

Public  Network,  TYMNET,  is  sloppy  in  operations;  is  not  changing.  More 
profit  is  possible. 

Credit  authorizations  In  Payment  Systems  are  strong. 
Field  Services  component  of  ISG  marginally  profitable. 

MDC  as  a  company  needs  diversification  but  It  is  difficult  for  ISG  to  work  in 
the  confines  of  an  aerospace  company.  Could  work  if  allowed  to  do  so. 
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MDC  paternalistic  to  "old  guard"  from  McAuto.  Their  changes  v/III  not  be 
enough. 

Need  to  model  comoany  like  ADP  -  get  into  the  service  business  with  recurring 
revenue  streams. 

Attitude  at  headquarters  is  optimistic,  in  the  field  it  is  questionable. 

Allocation  to  units  from  MDC  is  too  high.  Also,  corporate  overhead  is  too 
high.  There  is  a  lot  of  central  service  and  duplication  of  effort. 

Four  cultures  in  ISG  have  not  been  merged:  TYMNET,  TYMShlARE, 
Microdata,  McAuto. 

Sandy  McDonnell  is  credited  with  the  five  keys,  Strategic  Business  Initiatives  - 
works  well  inside  units. 

Need  to  leverage  financial  resources  of  MDC.  Question  as  to  name  of  unit  - 
what  is  ISG? 

Weaknesses  -  strategic  planning.  No  strategy  and  a  series  of  opportunistic 
purchases. 

ISG  has  not  benefitted  from  the  network.  It  is  not  being  used.  Careless 
decisions  have  been  made. 

Very  disturbing  to  see  the  way  decisions  are  made. 

Need  radical  change  -  tip  the  comoany  upside  dov/n.  Too  many  people  have 
been  too  long  in  the  same  positions  and  failed.  Should  be  like  IBM. 

Should  get  out  of  some  products  and  markets  -  particularly  with  aging 
products.  Have  opportunity  to  do  so  now. 
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Hard  to  get  at  opportunities.  Too  many  P&L  centers.  There  are  overlapping 
products,  internal  conflicts,  and  a  lot  of  egos. 

Example  of  problems:  recently  contracted  computer  work  to  BCS  -  it  was 
easier  to  get  their  capabilities  than  with  MDC-ISG. 

They  have  done  an  internal  survey  of  ISG  -  there  are  overlapping  marketing 
groups. 

Question  of  what  ISG  should  do  in  federal  systems.  MDC  is  everywhere:  there 

3 

is  a  company  called  INCO  which  is  in  C  I;  also  MDAC-ES  in  Crystal  City, 
Rockville,  and  Houston,  although  it  is  moving  from  Rockville  to  Gooddard. 

Vertical  structure  inhibits  the  flow  of  technology  -  requires  more  management 
to  make  it  work: 

Need  alliances  within  before  going  outside,  e.g.,  for  Systems 
Integration. 

Has  high  overhead  costs.  Overhead  is  high  -  pushed  down  from  above. 

ISG  is  not  interested  in  federal  government  -  Fischer  did  not  like  it. 

Bidding  on  major  health  care  systems  for  federal  government.  Could  be  $2 
billion  contract  for  168  federal  hospitals.  Will  run  from  1987  to  1996  at  $100 
million  per  year  implementation: 

Teknekron  consortium  dropped  out. 

Travenol/SAIC  competitors. 

Will  use  Tandem  patient  care  system. 

Stars  of  ISG  are: 
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Network  Information  Services  with  TYMNET. 
M&E  with  CAD/CAM. 
Health  -  IHS. 

Microdata  in  State  and  Local  Government. 
Commercial  Health  Insurance. 

•  Basically  a  healthy  organization  but  lacks  tight  organizational  and 
aggressiveness.  Gradually  improving  -  could  have  done  better  if  worked 
together.  Top  of  organization  saying  "work  together",  but  the  groups  are  not 
following. 

•  Each  group  "doing  business  as  usual"  in  own  little  niche  -  not  coming  together, 
e.g.,  EDI  working  with  health  company. 

•  Too  many  units  in  Diversified  -  how  can  anyone  sell  it?  Need  to  bring  them 
together. 

•  There  is  poor  communications,  e.g.,  one  example  of  three  groups  going  after 
some  RFP,  another  example  two  groups  going  after  same  RFP.  Each  group 
does  not  know  what  others  are  doing. 

•  Objectives  and  plans  must  be  meshed. 

•  ISG  needs  to  copy  Astronautics  -  MDAC  has  RFP  tracking  system,  ISG  needs 
the  same. 

•  Health  Systems  Group  -  perception  that  pharmacy  is  weak  -  indeed  weak 
overall  except  in  laboratory  and  IHS. 

Not  enough  sales  people. 
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Sales  not  trained  enough  -  commercial  sales  improving  but  still  doing 
tactical  selling  despite  strategic  selling  class. 

Sales  and  support  have  been  put  together  as  a  result  of  reorganization. 
Now  can  address  multiple  levels  of  need  and  customer  eguipments. 

•  Reason  for  lack  of  profit  -  not  selling  to  meet  the  costs  of  St.  Louis. 

•  No  image  for  ISG.  Market  does  not  know  what  it  is.  What  is  ISG  trying  to  do? 
is  it  hardware?  is  it  software? 

•  Internally,  don't  know  what's  going  on  in  the  units,  i.e.,  who  is  profitable, 
unprofitable. 

•  Also  feels  that  ISG  is  "faddish"  -  rushes  into  the  latest  thing. 

•  Non-competitive  compensation. 

•  Don't  have  visits  by  executives  -  they  only  go  out  when  there  is  an  absolute 
need  for  it. 

•  No  longer  have  technology  direction  group. 

•  Real  question  of  how  to  bring  people  together  -  they  are  not  organized  for  it. 
Interview  F 

•  Perception  of  HSG  has  been  very  strong  in  hospital  shared  offering.  Now 
transitioning  to  turnkey.  To  make  money  in  turnkey  is  very  difficult  -  as  type 
of  service  maker,  less  money  than  others  in  ISG. 

•  Problem  in  getting  started  in  new  things  -  try  to  "get  things  right"  rather  than 
"making  money". 
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•  Compared  with  SMS;  SMS  rewrote  shared  service  in  DBMS,  ISG  did  not.  SMS 
shared  product  compatible  with  turnkey  -  ISG's  is  not.  SMS  is  focussed; 
stronger  in  sales  and  marketing. 

•  HSG  turnkey  is  doing  well  now. 

•  Will  work  towards  using  field  service  group.  Various  groups  do  not  work 
together  -  Bob  Fischer's  vision  was  that  they  would.  ISG  had  ingredients  but 
he  did  not  realize  the  differentiation  in  the  products,  e.g.,  packet  switched 
network  does  not  suit  batch  needs. 

•  Many  people  have  tried  to  cooperate  but  communications  has  been  a  problem. 
Different  backgrounds  make  it  hard  to  communicate.  It  is  getting  better. 

•  Individual  units  need  to  suboptimize  so  that  the  whole  benefits. 

•  A  lot  of  pieces  of  ISG  are  profitable,  but  it  is  doing  things  on  a  "dabbling" 
basis.  They  have  enough  business  to  focus  -  should  choose  three  top  groups, 
HSG  and  two  others,  probably  the  network  (although  it  gets  cloudy  when  you 
look  at  the  Investment  reguirements)  and  elements  of  the  Computer  Systems 
Company. 

•  Major  accomplishment  has  been  the  establishment  of  tighter  fiscal  control. 
They  have  good  financials  overall;  they  are  murkier  lower  down.  Some  units 
having  good  data. 

Interview  G  -  Diversified  Business  Group 

•  $20  million  in  processing,  $20  million  in  professional  services  Including  custom 
consulting  and  value-added  professional  services. 

•  DBG  Is  about  $100  million  annually  -  plant  maintenance  is  about  $5  million, 
insurance  $15  million  plus  professional  services,  and  COOP  (distribution)  about 
$  I  5  million. 
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No  component  of  DBG  is  competitive  on  o  stand-alone  basis,  yet  there  is  no 
cohesion.  Planning  to  "downsize"  so  they  will  be  profitable  in  1988. 

Five  sales  forces. 

Should  keep  professional  services  and  systems  integration.  Insurance  and 
distribution  are  worth  keeping  -  need  aggressive  attitude. 

However,  attitude  Is  pessimistic.  $1.2  billion  company  with  no  profit. 

ISG  should  milk  some  units  and  pump  up  others. 

HSG  is  about  $200  million  and  doing  pretty  well.  ISG  is  bidding  on  a  major 
federal  government  contract  in  the  health  area.  Science  Dynamics  Is  not 
doing  well. 

international  Is  guite  profitable. 

Computer  Systems  Is  $150  million  and  breaks  even. 

Diversified  has  Payment  Systems,  Insurance  claims  processing,  $15  million  In 
bank  systems  In  Alabama  (unknown  except  by  Systematlcs)  and  $100  million 
IBS. 

Graphics  is  about  $100  million. 

Generally,  a  drift  with  business  units.  Need  to  focus. 
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IV       THIRD  PARTY  INTERVIEWS 


Interview  A 

•  Doing  horribly  -  could  be  the  disaster  of  the  last  twenty  years. 

•  Having  a  difficult  time  retaining  people.  They  will  lose  all  the  good  people  - 
getting  a  lot  of  contacts. 

•  Really  should  be  put  out  of  its  misery. 

•  Main  line  areas,  e.g.,  Microdata  and  HSG,  having  difficulty. 

•  No  industry  leadership.  Good  solid  people  -  old  line  people.  Entrepreneurally 
not  there.  Need  a  couple  of  swift  kicks  in  the  pants. 

Interview  B 

•  Good  impression  of  ISG  -  top  guality  company  overall.  Sandy  McDonnell  very 
honest,  ethics  are  strong,  and  have  been  promulgated.  Good  people  -like  them 
personally. 

•  People  are  very  nice  but  often  inflexible.  Many  executives  not  out  of  i.S. 
industry  but  out  of  aerospace. 

•  But  MDC  has  been  naive  and  has  stumbled  badly  -  the  articles,  analyst  reports, 
competitor  and  customer  information,  is  all  consistent. 

•  Basically,  has  applied  aerospace  philosophies  (with  a  five  to  ten  year  time 
horizon)  to  I.S.  which  has  a  very  short  time  horizon. 

•  Overhead  structure  is  high. 
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Actual  attitude  is  one  of  "survival"  -  getting  through  the  year.  No  new 
products,  markets  or  entrepreneurally  driven  new  actions.  Like  the  cat 
hanging  from  the  branch  by  its  claws. 

Financial  performance  has  been  wretched,  it  is  a  wasting  asset.  When  bad 
enough,  it  will  be  a  catastrophe. 

There  was  a  burst  of  enthusiasm  with  the  new  plan  of  last  fall.  It  worked 
through  May,  but  July  and  August  were  very  bad. 

Maybe  the  catastrophe  is  beginning  to  happen. 

HSG  is  well  positioned,  troubled,  losing  less,  and  better  managed  than  the 
others. 

TYMNET  is  way  under  capacity,  needs  to  cut  costs,  and  combine  with  someone 
else.  No  ability  to  change  by  itself. 

Payment  Systems  is  in  good  market.  Current  management  not  right  to  run  it  - 
inflexible. 

Microdata  and  CAD/CAM  next  most  important  but  don't  know  them. 
Microdata  strength  in  PICK  application  software.  Move  it  out  of  hardware 
into  software,  running  under  UNIX  where  appropriate.  No  have  UNIX/PICK 
host/slave  OS  capability. 

Smaller  units  (in  Diversified)  were  acguired  then  languished.  Too  much 
overhead  for  them. 

Look  at  what  happened  to  ex-ISG  units,  Dynatax  and  Unitax.  Also  Sunguard. 

Key  problems  are  the  quality  and  attitude  of  management  -  influence  of  the 
ownership. 

V7hat  to  do  now?  If  you  sell  for  cash,  you  won't  get  value:  it  will  be 
embarrassing.  Also,  no  need  to  bail  out. 
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DYNATAX/UNITAX 

•  Reason  they  were  sold  is  that  ISG  perceived  they  were  in  losing  business:  no 
market  growth,  nnicros  would  eat  their  lunch,  tax  changes  would  reduce  their 
value.  Two  separate,  competing  units. 

•  On  being  sold,  first  thing  the  new  comers  did  was  to  bring  in  new  management 
to  provide  leadership.  New  chief  executive  -  otherwise  mostly  the  same 
people. 

•  Moved  to  common  system  -  got  two  units  to  agree  which  was  best  and  brought 
in  new  development  manager. 

•  People  are  now  happy  -  turnover  is  down. 

•  Management  now  has  important  ownership. 

•  Company  is  less  passive;  has  no  MDC  overhead,  and  has  negotiated  lower  cost 
of  computer  services  from  ISG. 

•  Have  reduced  costs,  marketing  efforts  will  give  some  growth  (it  is  not  the 
greatest  market). 

•  Company  now  has  a  future. 

Strategy  (From  a  couple  of  interviews) 

•  Take  a  partner/partners.  Keep  40%  to  80%  ownership.  Let  partners  provide 
cash  which  flows  partially  to  MDC  and  partially  to  units  (which  need 
investment). 

•  Then  seek  relationships  for  the  units.  Many  of  which  need  this  to  prosper,  e.g., 
merger  of  Telenet  and  TYMNET  which  would  reduce  costs. 

•  Each  unit  would  go  public  eventually,  one  by  one. 
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Must  get  out  as  a  success.  Target  two  times  current  book  value. 
MDC  not  targetted  now  as  an  acquisition  but  could  be. 

Example  of  how  an  I.S.  unit  dragged  down  another  company  is  to  Blair  and 
ADVO  Systems.  ADVO  lost  $100  million  in  two  years;  even  though  Blair's 
radio  and  TV  business  was  thriving,  it  became  a  hostile  takeover  target  as  a 
result.  The  attempt  ultimately  resulted  in  acquisition  by  Reliant  as  "white 
knight".  ADVO  was  bought  out  and  is  now  successful.  Investors  have  got  four 
times  their  money. 

Important  to  get  out  before  MDC  becomes  a  laughing  stock. 
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SOME  INTERNAL  INPUT  OPINIONS 


TYMSHARE/TYMNET  a  bad  acquisition  -  done  just  before  the  fall. 

Note:  INPUT  did  a  major  Investigation  of  TYMSHARE  for  another  potential 
bidder  who  decided  not  to  bid  as  a  result.  Our  conclusions  at  the  time  were: 

TYMSHARE  was  In  too  many  business  (26  IBUs). 

It  did  not  have  a  leadership  position  in  90%  of  them. 

All  the  businesses  needed  management  and  investment. 

It  would  cost  $300  million  to  acquire  and  $300  million  investment 
(primarily)  in  TYMNET)  to  "make  it  good". 

No  integration  among  units. 

IBIS  looked  good  but  now  appears  weakened. 

Other  PICK  vendors  have  more  visibility  than  Microdata. 

No  synergy,  no  Impetus  from  Aerospace. 

ISG  needs  to  "drive  a  stake  Into  the  ground"  -  say  "This  Is  my  territory!"  Then 
get  rid  of  everything  else. 
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McDonnell  Douqias  Information  Systems  Internotional 


•  MDISI  is  run  out  of  Hemel  Hempstead,  U.K.  This  is  a  $200  million  annual 
revenue  operation. 

•  Although  the  name  McDonnell  Douglas  is  of  course  well  known  in  Europe  for 
airframes,  it  does  not  ye  have  a  key  image  for  information  systems  and 
services. 

•  However,  MDISI  does  have,  or  has  created,  a  strong  image  in  certain  market 
niches,  notably  for  PICK-based  systems,  in  vertical  markets  like  MEDICAL 
systems  and  local  government  and  of  course  in  CAD/CAM/CIM. 

•  It  also  has  some  leverage  from  TYMNET  in  being  able  to  offer  communications 
expertise/turnkey  products  -  for  example,  to  the  Swedish  PTT  for  an  X25 
network. 

•  it  has  suffered  disappointments  though,  e.g.,  its  inability  to  get  going  in  the 
EDI  market  in  Europe  with  a  joint  company  with  British  Telecom. 

•  Overall  the  company  is  (appears  to  be)  attempting  to  achieve  critical  size 
through  growing  a  number  of  niche  businesses  -  the  common  theme  of  which  is 
(standard)  turnkey  systems,  e.g.,  for  local  government,  medical,  CAD/CAM, 
communications. 

•  The  weakness  of  such  a  strategy  is  that  there  is  not  enough  synergy  between 
these  different  areas  to  really  add  any  value  and  they  are  not,  on  the  other 
hand,  big  enough  to  just  command  market  presence  on  their  own: 

:NB     -         Nixdorf  at  approx.  $2  billion. 

Wang  at  approx.  $6  billion. 

•  They  probably  need  to  be  a  $'/2  billion  (at  least)  European  operation  to  emerge 
from  the  crowd. 
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MDISI  lacks  a  European  image  and  therefore  many  clients  are  probably  U.S. 
multinationals  operating  in  Europe  -  this  would  be  particularly  true  of 
TYMNET,  and  a  particular  handicap  in  France  and  West  Germany. 

In  both  these  countries,  they  have  been  involved  in  joint  ventures,  CEGI- 
TYMSHARE  in  France,  TAYLORIX  in  Germany.  Neither  have  been 
particularly  successful,  in  particular,  the  TAYLORIX  business. 

In  summary,  they  appear  in  Europe  as  a  competent  player  in  their  selected 
areas  of  market  focus  -  but  have  not  yet  escaped  from  them  to  be  seen  as  an 
overall  significant  force  on  the  Western  European  market. 

Note  also,  Public  Relations  activity  Is  guite  high  -  get  good  number  of  press 
reports. 

Some  highlights  of  this  are  -  an  expansion  plan  to  create  700  new  jobs  In  the 
U.K.  -  entry  Into  the  VADS  market  -  local  government,  an  attempt  at  the  City 
Financial  marketplace. 

To  date,  their  strongest  claims  to  fame  (in  descending  order  of  Importance) 
are: 

CAD/CAM. 
PICK-based  systems. 
MEDICAL. 
Local  authority. 
Telecommunications. 
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SOME  SUMMARY  COMMENTS  BY  ISG  UNIT 


Could  do  very  well.  IHS  written  in  FORTH  -  sold  on  DEC,  Tandem,  and  IBM. 
Selling  well  -  need  installers. 

Perception  that  pharmacy  service  is  weak  -  in  fact,  weak  In  areas  other  than 
IHS  and  laboratory. 

Not  enough  sales  people. 

Reorganized  HSG,  sales  and  support  put  together. 
Planning  for  customer  changes  is  improving. 

Now  can  address  multiple  levels  of  customer  need  and  eguipment  selection. 

Has  been  very  strong  shared  services  offering  -  now  transitioning  to  turnkey. 
Making  money  in  turnkey  is  very  difficult.  Turnkey  as  a  group  makes  less 
profit  than  others. 

Problem  is  getting  started;  use  the  phrase  "doing  things  right"  instead  of 
making  money. 

Versus  SMS:  SMS  rewrote  their  shared  product  with  DBMS;  ISG  did  not.  Also, 
ISG's  turnkey  product  is  not  compatible  with  shared  service:  SMS's  is. 

SMS  is  focussed  and  stronger  in  marketing  and  sales. 

200%  increase  in  turnkey  business  this  year,  up  from  "small"  base  in  1986, 
about  $15  million.  This  year  will  sell  35  systems  at  a  price  of  $1  million  base 
and  $2^2  million  with  related  services. 
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•  Shared  service  is  doing  very  well,  even  with  declining  revenues.  Controlling 
costs  important.  Clients  think  it  costs  less  to  have  their  own  computer. 

•  Competition  regards  unit  as  large  and  aggressive  but  subject  to  ups  and  downs. 
Has  a  large  base  of  customers  and  long  track  record. 

However,  it  has  an  "on  and  off"  sales  presence. 

Business  around  in  different  technologies. 

•  Health  care  perception  -  well  positioned,  troubled,  losing  less  than  other  units, 
better  managed. 

•  Systems  Dynamics  not  working  well. 
M&E 

•  Old  UNIGRAPHICS  business  plus  others. 

•  Having  a  deep  struggle. 

•  Must  deal  with  rapidly  declining  hardware  prices. 


oncentrate  on  mechanical  sector  -  get  out  of  AEC. 


•  Small  amount  of  CIM. 

•  Small  competitor  -  exposed. 
ConnFHJter  Systems 

•  Old  technology  -  not  competitive  in  U.S. 

•  Good  performance  in  U.K.,  especially?  transfer  prices.    However,  solutions 
oriented  marketing,  e.g.,  local  government. 
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•  PICK  vendors  getting  competitive,  e.g.,  ULTIMATE.    More  visability  than 
Microdata. 

•  Possibility  of  PICK  under  UNIX. 

•  Not  using  own  "platforms"  in  other  areas. 

•  Field  services  component  marginal  -  spread  too  thin? 
Diversified 

•  Payment  Systems. 

Telecheck. 
Possible  star. 
Own  sales  force. 
Good  image. 

•  Banking.  Alabama  unknown.  IBIS  -  was  strong,  may  be  weakening. 

•  Processing. 

Expensive. 

•  Professional  Services. 

Expensive. 

Systems  Integration  type  of  contracts. 
Insurance  and  Distribution  specialties  positive. 
Methodologies  not  industry  standards,  but  has  them. 
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•  McDonnell  Douglas  "buying"  the  business  but  not  successful.  Shrinking  market 
share.  Decommitted.  Leadership  leaving. 

•  Future  opportunities  in  McDonnell  Douglas  aerospace  related  areas.  Tried 
grocery  but  not  been  successful. 

•  Service  bad  -  conversion  to  Tandem  effect  unknown. 

•  Not  successful  in  Europe  in  joint  venture  with  British  Telecom. 
Federal  Government 

•  ISG  unknown  in  the  Federal  Government.  Checked  with  100  agency  phone 
calls. 

•  TYMSHARE/TYMNET  get  high  marks  generally,  but  some  complaints,  e.g.,  E- 
Mall  degradation  in  availability.  TYMSHARE  is  guality  performer  but  not 
priced  competitively. 

•  Mixed  input  on  project/consulting  business.  Project  management  varies  from 
strength  to  weakness.  Has  lost  some  good  opportunities  (?  run  from  St.  Louis). 

•  Respect  for  MDC  in  medical  area  -  competition  gives  it  high  marks. 


•  In  trouble;  $65  million  versus  $75  million  planned  revenues  this  year. 

•  Telephone  company  services  changed  with  deregulation. 

•  Obsolete  software  -  companies  doing  their  own. 
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TYMNET 

•  Good  position. 

•  No  change  -  needs  dramatic  shift. 

•  Way  under  capacity. 

•  Needs  to  cut  costs;  expensive. 
Intemotlonal 

•  Good  image  -  profitable. 

•  Not  large  enough  in  Europe. 

•  TYMNET  and  other  parts  being  leveraged. 

•  Seems  to  work  together  better. 

•  Strong  image  in  niches  medical,  local  government,  CAD/CAM. 

•  Good  public  relations. 
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